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LEASE OF RAILROAD EQUIPMENT dated as of
October 15, 1974, between C.I.T. FINANCIAL
SERVICES, INC., a Delaware corporation (here-
in after called the Lessor). acting through its
agent. C.I.T. Leasing Corporation, a Delaware
corporation, and APPALACHIAN POWER COMPANY
(hereinafter called the Lessee).

WHEREAS the Lessee has assigned to the Lessor, pur-
suant to an Assignment of Purchase Agreement dated as of the
date hereof (hereinafter called the Assignment)., certain of
its interest in a certain supplemental contract dated as of
October 15, 1974, among the Lessee, American Electric Power
Service Corporation (hereinafter called the Agent) and
Bethlehem Steel Corporation (hereinafter caelled the Builder)
which incorporates by reference a certain contract dated
as of September 27, 1974, between the Agent and the Builder (here—
inafter individually called the Supplemental Contract and
the Original Contract. respectively. and together called
the Purchase Agreement) in which Supplemental Contract.
the Agent has designated the Lessee as the purchaser of
the units of railroad equipment covered thereby; '

WHEREAS the Lessor has acccepted said Assignment
and proposes to purchase from the Builder such units of
railroad eguipment described in Schedule A hereto (hereinafter
called the Units) as are delivered and accepted under the terms
of this Lease;

WHEREAS the Lessee desires to lease from the Lessor
such number of Units as are so delivered and accepted hereunder,
at the rentals and for the terms and upon the conditions
hereinafter provided;

NOW, THEREFORE, in consideration of the premises
and of the rentals to be paid and the covenants hereinafter
mentioned to be kept and performed by the Lessee. the Lessor
hereby leases the Units to the Lessee upon the following
terms and conditions:

§ 1. Net Lease. This Lease is a net lease and.
except as herein provided, the Lessee shall not be entitled
to any abatement of rent. reduction thereof or setoff
against rent, including. but not limited to. abatements.
reductions or setoffs due or alleged toc be due by reason
of any past, present or future claims of the Lessee
against the Lessor under this Lease or the Builder or



otherwise; nor, except as otherwise expressly provided herein,
shall this Lease terminate, or the respective obligations of
the Lessor or the Lessee be otherwise affected, by reason of
any defect in or damage to or loss of possession or loss of
use or destruction of all or any of the Units from whatsoever
cause, any liens, encumbrances or rights.of others with res-
pect to any of the Units, the prohibition of or other
restriction against the Lessee's use of all or any of the
Units, the interference with such use by any person or entity,
the invalidity or unenforceability or lack of due authorization
of this Lease, any insolvency of or the bankruptcy, reorganiza-
tion or similar proceeding against the Lessee, or for any
other cause whether similar or dissimilar to the foregoing,
any present or future law to the contrary notwithstanding,

it being the intention of the parties hereto that the rents
and other amounts payable by the Lessee hereunder shall
continue to be payable in all events in the manner and at the
times herein provided unless the obligation to pay the same
shall be terminated pursuant to the express provisions of

this Lease. To the extent permitted by applicable law, the
Lessee hereby waives any and all rights which it may now

have or which at any time hereafter may be conferred upon it,
by statute or otherwise, to terminate, cancel, quit or
surrender the lease of any of the Units except in accordance
with the express terms hereof. Each rental or other payment
made by the Lessee hereunder shall be final and the Lessee
shall not seek to recover all or any part of such payment

from the Lessor for any reason whatsoever.

§ 2. Delivery and Acceptance of Units. The Lessor
hereby appoints the Lessee its agent for inspection and accep-
tance of the Units. The Lessee will cause its agent or an
employee of the Lessee to inspect the same, and if such Unit
is found to be acceptable, to execute and deliver to the Lessor
a certificate of acceptance (hereinafter called the Certificate
of Acceptance), stating that such Unit has been inspected and
accepted on behalf of the Lessee and the Lessor on the date of
such Certificate of Acceptance and is marked in accordance with
§ 5 hereof, whereupon such Unit shall be deemed to have been
accepted by the Lessee and shall be subject thereafter to all
the terms and conditions of this Lease. The Lessor will cause
each Unit to be delivered to the Lessee at the point or points
specified in Schedule A hereto. Units shall not be delivered
to or accepted by the Lessee subsequent to December 31, 1974,
and the Lessor shall reassign to Lessee on January: 1, 1975,
its rights to purchase any remaining balance of Units, under
the Assignment, not delivered or accepted as herein provided
prior to January 1, 1975.

§ 3. Rentals. The Lessee agrees. to pay to the Lessor,
as rental for each UnIE~subject to this Lease, (i) an initial
instalment of rent payable on January 2, 1975, and (ii) 60 con-
secutive quarterly instalments payable on January 2, April 2, July
and October 2 in each year commencing April 2, 1975. The initial
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instalment of rent shall be in an amount equal to .0355% (computed
on a per diem basis commencing with and including the date of
acceptance of each Unit under this Lease to and including
January 2, 1975) of the Purchase Price (as hereinafter defined) of
each such Unit and the 60 consecutive quarterly rental instalments.
shall be in arrears each in an amount equal to 3.194% of the ‘
Purchase Price of each Unit then subject to this Lease. For pur-
poses of this Lease, Purchase Price shall mean, with respect to
Units, the base price per Unit as set forth in Schedule A hereto,
which base price is subject to such increase or decrease as may be

‘agreed upon by the Builder, the Lessor and the Lessee.

" If on or before December 31, 1974, legislation is
enacted pursuant to which the Lessor shall be entitled to the
benefit of an investment credit as set forth below pursuant to
Section 38 and related sections of the Code (as defined in
§ 17 hereof) with respect to the Purchase Price of any Unit
then subject to this Lease greater than the Investment Credit
(as defined in § 17 hereof) (hereinafter called a Substitute
Credit), with no reduction in the tax basis of such Unit below

.its Purchase. Price on account of the allowance of such tax .
-credit, the.rental for each such Unit shall be as follows:

60 consecutive

Initial Instalment quarterly rental
of Rent (computed instalments (com-
: as set forth in the puted as set forth
Substitute immediately preced- in the immediately
Credit Rate ing paragraph) preceding paragraph)
7% - ’ .0355% : , 3.066%

10% . .0355 o ) 2.935

If, however, the tax basis of a Unit must be reduced below the
Purchase Price for each Unit then subject to this Lease in
order to have the benefit of such Substitute Credit as set
forth below, then the rental for each such Unit shall be as
follows: :

60 consecutive

Initial Instalment quarterly rental
of Rent (computed . instalments (com-
as set forth in the puted as set forth
Substitute R immediately preced- = in the immediately
Credit Rate ing paragraph) preceding paragraph)
43 .0355% : 3.275%
7% .0355 3.194

10% .0355 3.113

The Lessor and the Lessee agree that the Casualty
Value and Economic Obsolescence Value (both as defined in § 7
hereof) and the Termination Value (as defined in § 10 hereof)
have been computed on the assumption that the Lessor shall be



he]

entitled to the Investment Credit (as defined in § 17 hereof).
If for the reason set forth in the immediately preceding para-
graph, the Lessor becomes entitled to a Substitute Credit as
set forth above, the Casualty Value, the Economic Obsolescence
Value and the Termination Value shall be appropriately adjusted
and all references herein to the Investment Credit shall mean
such Substitute Credit so allowed.

If any of the rental payment dates referred to above
is not a business day the rental payment otherwise payable on
such date shall be payable on the next succeeding business day.
The term "business day" as used herein means a calendar day,
excluding Saturdays, Sundays and all other days on which bank-
ing organizations in New York, New York, are authorized or
obligated to remain closed.

The Lessor hereby instructs the Lessee to make
all the payments provided for in this Lease directly to
it at such address as shall from time to time be specified
in writing by the Lessor. The Lessee agrees to make each
payment provided for herein as contemplated by this para-
graph in New York Clearing House funds.

§ 4. Term of Lease. The term of this Lease as to
each Unit shall begin on the date of acceptance of such Unit
hereunder and, subject to the provisions of §§ 6, 7, 9, 10,
13 and 17 hereof, shall terminate on the date on which the
final payment of rent. in respect thereof is due pursuant to
§ 3 hereof.

§ 5. Identification Marks. The Lessee will cause
each Unit to be kept numbered with the identifying number set
forth in Schedule A hereto, or in the case of any Unit not there
listed such identifying number as shall be set forth in any
amendment or supplement hereto extending this Lease to cover
such Unit, and will keep and maintain, plainly, distinctly,
permanently and conspicuously marked on each side of each Unit,
in letters not less than one inch in height, the words "Owned
by C.I.T. Financial Services, Inc." or other appropriate

words designated by the Lessor, with appropriate changes
thereof and additions thereto as from time to time may be
required by law in order to protect the Lessor's title to

and property in such Unit and the rights of the Lessor under
this Lease. The Lessee will not place any such Unit in
operation or exercise any control or dominion over the same
until such words shall have been so marked on both sides
thereof and will replace promptly any such words which may

be removed, defaced or destroyed. The Lessee will not change
the identifying number of any Unit unless and until (i) a
statement of new number or numbers to be substituted therefor
shall have been filed with the Lessor and filed, recorded and
deposited by the Lessee in all public offices where this
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Lease shall have been filed, recorded and deposited and (ii)
the Lessee shall have furnished Lessor an opinion of counsel
to the effect set forth in subparagraph (i)D of § 15 hereof in
respect of such statement.

Except as provided in the immediately preceding
paragraph, the Lessee will not allow the name of any person,
association or corporation to be placed on any Unit as a
designation that might be interpreted as a claim of owner-
ship; provided, however, that the Units may be lettered with
the names or initials or other insignia customarily used by
the Lessee, its affiliates, or its sublessees.

§ 6. Taxes. All payments to be made by the
Lessee hereunder will be free of expense to the Lessor
for collection or other charges and will be free of expense
to the Lessor with respect to the amount of any local, state,

federal or foreign taxes or foreign withholdings (other than any
United States federal income tax payable by the Lessor in con-
sequence o0f the receipt of payments provided for herein and
other than the aggregate of all state income taxes or franchise
taxes measured by net worth or by net income based on such re-
celpts, or gross income or gross receipts taxes [other than

' gross receipts or gross income taxes in the nature of sales

or use taxes], up to the amount of any such taxes which would

be payable to the state in which the Lessor has its principal
place of business without apportionment to any other taxing
jurisdiction, except, but only to the extent that, any such tax
which is in substitution for or relieves the Lessee from the
payment of taxes which it would otherwise be obligated to pay or
reimburse as herein provided) or registration, documentation and

license fees, assessments, duties, charges, fines or penalties
(all such expenses, taxes, withholdings, registration, docu-
mentation and license fees, assessments, duties, charges, fines
and penalties being hereinafter called impositions) hereafter
levied, imposed or assessed upon or in connection with or
measured by this Lease or any possession, storage, purchase,
sale, rental, use, payment, shipment, delivery or transfer

of title under the terms hereof, all of which impositions

the Lessee assumes and agrees to pay on demand in addition

to the payments to be made by it provided for herein. The
Lessee will also pay promptly all impositions which may be
levied, imposed or assessed upon any Unit or for the use or
operation thereof or upon the earnings arising therefrom
(except as provided above) or upon the Lessor solely by
reason of its purchase or ownership thereof and will keep

at all times all and every part of such Unit free and clear
of all impositions which might in any way affect the title

of the Lessor or result in a lien upon any such Unit;
provided, however, that the Lessee shall be under no
obligation to pay any impositions of any kind so long

as it is contesting in good faith and by appropriate

legal proceedings such impositions and the nonpayment

thereof does not, in the opinion of the Lessor, adversely




affect the title, property or rights of the Lessor he;eunder.
The Lessor agrees fully to cooperate with the Lessee 1in any
such contest, which would be at the Lessee's expense. If any
impositions shall have been charged or levied against the _
Lessor directly and paid by the Lessor, the Lessee shall reim-
burse the Lessor on presentation of an invoice therefor. The
obligations of the Lessee to pay all impositions shall be
deemed a rental obligation.

. In the event any reports with respect to impositions
are required to be made, the Lessee will either make such
reports in such manner as to show the interest of the Lessor
in such Units or notify the Lessor of such requirement and
make such reports in such manner as shall be satisfactory
to the Lessor, provided, however, that if the Lessee is not
permitted to make such reports on behalf of the Lessor, it
will so notify the Lessor and will furnish to the Lessor all
information necessary for the Lessor to make such reports.

The representations, indemnities and agreements of
the Lessee provided for herein, including without limitation
§§ 6, 9 and 17 hereof, and the Lessee's obligation thereunder,
'shall survive the expiration or other termination of this
Lease and are expressly made for the benefit of, and shall
be enforceable by the Lessor. '

§ 7. Payment for Casualty Occurrences; Termination
Upon Units Becoming Obsolete or Surplus; Insurance. In the
event that during the term of this Lease or until such Unit
shall have been returned pursuant to § 14 hereof, any Unit
shall be or become worn out, lost, stolen, destroyed, or irre-
parably damaged, from any cause whatsoever, or taken or requi-
sitioned by condemnation or otherwise under authority of law
and such taking or requisition shall have exceeded 120 days or
shall extend beyond the term of this Lease (such occurrences
being hereinafter called Casualty Occurrences), the Lessee
shall promptly and fully notify the Lessor with respect
thereto. On the rental payment date next succeeding such
notice or within 60 days if such Unit is being returned under
§ 14 hereof the Lessee shall pay to the Lessor an amount
equal to the accrued rental in respect of such Unit to and
including the date payment is due pursuant to this sentence
plus a sum equal to the Casualty Value (as hereinafter defined)
of such Unit as of the date such payment is due, if payment
is due on a rental payment date, and as of the next preceding
rental payment date if payment is not due on a rental pay-
ment date, in each case in accordance with the schedule set
out below. Upon the making of such payment by the Lessee
in respect of any Unit, the rental for such Unit shall cease
to accrue and the term of this Lease as to such Unit shall
terminate. The Lessor shall, after payment by the Lessee of
a sum equal to the Casualty Value of any Unit which shall
have suffered a Casualty Occurrence, and any other amounts

then due hereunder, execute and deliver to the Lessee a bill
of sale (without warranties other than against the Lessor's
acts) for such Unit. In the event that any Unit is taken




or requisitioned under authority of law as set forth in the
first sentence of this paragraph but such taking does not
exceed 120 days nor extend beyond the end of the term of this
Lease, the Lessee shall notify the Lessor of such taking or
requisition and all of the Lessee's obligations under this
Lease with respect to such Unit, including but not limited

to rental with respect thereto pursuant to § 3 hereof, shall
continue as if such taking or requisition had not occurred.
All payments received by the Lessor or the Lessee ih respect
of such taking or requisition for the use of such Unit during
the term of this Lease shall be paid over to, or retained by,
the Lessee. : '

The Casualty Value of each Unit as of any rental
payment date or such other date on which such Casualty Value
is payable shall be that percentage of the Purchase Price of
such Unit as is set forth in the following schedule opposite
such rental payment date or such other date:

Date Percentage Date Percentage
1 94.618% 31 - .84.342
2 95.136 32 82.907
3 95.456 33 ‘81.675
4 95.577 34 - 80.288
5 96.102 35 78.749
6 96.433 : 36 77.056
7 96.568 37 75.521
8 96.508 38 73.848
9 96.880 39 72.035

10 96.979 40 70.083
11 96.923 41 68.244
12 96.671 42 66.282
13 96.788 43 64.198
14 96.701 44 - 61.991
15 96.423 -~ 45 59.843
16 95.954 46 . 57.585
17 95.775 47 55.215
- 18 95.413 48 52.735
19 94.868 49 50.253
20 94.139 50 47.673
21 93.715 51 44,995
22 93.120 52 42.220
23 92.346 53 39.126
24 91.393 54 .35.949
25 90.720 55 - 32.689
.26 89.876 56 29.346
27 88.860 57 25.861
28 87.672 58 22,311
29 86.761 59 18.693
30 85.613 60 and 15.000

thereater
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The foregoing percentages have been computed without
regard to recapture of the Investment Credit (as defined in
§ 17 hereof). Consequently, the Casualty Value of any Unit
suffering a Casualty Occurrence (i) at any time from the date
of delivery and acceptance of such Unit to and including the
third anniversary date of such delivery and acceptance shall
be increased by 8% of the Purchase Price of such Unit,
(ii) at any time after said third anniversary date to and
including the fifth anniversary date of such delivery and
acceptance shall be increased by 5.32% of the Purchase Price
of such Unit and (iii) at any time after said fifth anniver-
sary date to and including the seventh anniversary date of
such delivery and acceptance shall be increased by 2.66% of
the Purchase Price of such Unit.

Except as hereinabove in this § 7 provided, the Lessee

shall not be released from its obligations hereunder in the
event of, and shall bear the risk of, any Casualty Occurrence
to any Unit from and after delivery and acceptance thereof by
the Lessee hereunder.

Notwithstanding any provision contained in this
Lease to the contrary, in the event that the Lessee shall in
its reasonable judgment determine that the Units have become
obsolete or surplus to the Lessee's requirements during the
original term of this Lease, the Lessee shall have the right
at its option, on at least 60 days' prior written notice to
the Lessor, to terminate (subject to the provisions for the
survival of indemnification obligations contained in the last
sentence of § 6 hereof) this Lease on the first rental payment
date following the expiration of such notice period (for the
purpose of this § 7 called the "termination date") provided
that (i) the termination date is later than 7 years after the
date hereof, (ii) on the termination date no Event of Default
(or other event which after lapse of time or notice or bhoth
would become an Event of Default) shall have occurred and be
continuing, (iii) on the termination date the Units shall be .
in the same condition as if being redelivered pursuant to § 14
hereof, and (iv) the Lessee shall have delivered to the Lessor
a certificate signed by its Chairman of the Board, its
President or one of its Vice Presidents to. the effect that the
Units are surplus or obsolete. During the period from the
giving of such notice until the fifth business day preceding
the termination date, the Lessee, as agent for the Lessor,
shall use its best efforts to obtain bids for the purchase of
the Units, and the Lessee shall at least 5 business days prior



to such termination date certify to the Lessor the amount of
each such bid and the name and address of the party (which
shall not be a corporation or individual affiliated with the
Lessee or any party from whom the Lessee or any such affiliate
intends thereafter to lease the Units) submitting such bid.

On or before the termination date the Lessor shall, subject

to the Lessee's obtaining, on behalf of the Lessor, any govern-
mental consents required, sell the Units for cash to the bidder
who shall have submitted the highest bid prior to the termina-
tion date. The total sales price realized at such sale shall
be paid to the Lessor in immediately available funds and, in
addition, on the date of such sale (or, if the date of sale
shall precede the termination date, then on the termination
date), the Lessee shall pay to the Lessor, the excess, if any,
of the Economic Obsolescence Value (as hereinafter defined)

in respect of the Units, computed as of the termination date,
over the net sales price of the Units after deducting from
such sales price any and all costs and expenses whatsoever
incurred by the Lessor in connection with such sale. If no
sale shall occur on the date scheduled therefor as above pro-
vided, this Lease shall continue in full force and effect. 1In
the event of such sale and the receipt by the Lessor of the
amounts above described, the obligation of the Lessee to pay
rent pursuant to § 3 hereof in respect of the Units on each
rental payment date shall continue to and include the rental
payment date occurring immediately prior to the date of such
receipt by the Lessor but shall then terminate. The Lessor
shall be under no duty to solicit bids, to inquire into the
efforts of the Lessee to obtain bids or otherwise to take any
action or incur any cost or expense in connection with any
sale pursuant to this § 7, other than to transfer or to cause
to be transferred to the purchaser named in the highest bid
certified by the Lessee to the Lessor as above provided all

of the Lessor's right, title and interest in and to the Units.
Any sale pursuant to this § 7 shall be free and clear of all
of the Lessee's rights to the Units, but otherwise shall be
made without warranties other than against Lessor's acts.

~ The Economic Obsolescence Value of éach Unit as of
any rental payment date after the seventbh year of this Lease
shall be that percentage of the Purchase. Price of such Unit
as is set forth in the following schedule opposite such
rental payment date.
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Date: Percentage
29 92,55%
30 _ 91.31
3 89.97
32 88.38
33 ‘ 87.04
34 85.51
35 ~ 83.39
36 82.06
37 80.41
38 78.57
39 76.59
40 74.50
41 72.52
42 70.38
43 63.11
44 65.74
45 , 63.44
46 60.9¢
47 58.40
48 55.73
49 53.08
50 50.27
51 47 .37
52 44 .40
53 41.37
54 38.5
55 , 35.2¢6
56 32.22
57 29.16
58 26.11
59 23.05
60 20.00

The Lessee will procure and maintain at its sole
cost and expense at all times during the continuance of this
Lease (and thereafter so long as any Unit is at the risk of the
Lessee), insurance coverage for comprehensive general liability
(including contractual liability with respect to the "hold
harmless " or indemnification agreement between the Lessee
and the Lessor contained in§ 9 hereof), physical damage, theft,
fire with extended coverage and any other insurance as may
be reasonably required by the Lessor for the benefit of the
Lessor as its interests appear, in amounts, against risks,
in form and with insurance companies or underwriters as shall
be satisfactory to the Lessor from time to time and shall
deliver to the Lessor satisfactory evidence of such insurance
coverage; provided, however, Lessee shall not be required to
maintain physical damage, theft, or fire with extended coverage
insurance in an amount in excess of the applicable Casualty
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Value of the Units and provided, further, however, that the
comprehensive general liability insurance may contain a $50,000
deductible provision per occurrence and the physical damage,
theft, fire with extended coverage insurance may contain a $100,000
deductible provision per occurrence. Without limiting the
foregoing, each insurance policy shall provide that it will not
be invalidated as against the Lessor because of any violation
of a condition or warranty of the policy or application there-
for by the Lessee and that it may be altered or cancelled by
the insurer only after thirty (30) days advance written notice
to, and that losses in excess of $250,000 shall be adjusted
only with the consent of, the Lessor or its assigns. All lia-
bility policies shall name the Lessor as an insured. All
policies covering loss or damage to the Units shall provide
that payment thereunder for any such loss or damage shall be
made to the Lessor and the Lessee as their interests may
appear. If the Lessee shall fail to provide and furnish any

of said insurance, the Lessor may, after reasonable notice

to Lessee and a reasonable opportunity, under the circum-
stances, to correct or provide such insurance procure such
insurance and the Lessee shall, upon demand, reimburse the
Lessor for all outlays for such insurance with interest

thereon computed at the rate of 14% per annum or such

lesser maximum rate as is permitted by applicable law.

The Lessee may provide for any such insurance under blanket
insurance policies maintained by the Lessee with respect to
other properties owned or leased by it.

Any insurance proceeds as the result of insurance
carried by the Lessee or condemnation payments received by
the Lessor in respect of Units suffering a Casualty Occurrence
shall be deducted from the amounts payable by the Lessee to
the Lessor in respect of Casualty Occurrences pursuant to this
§ 7. If the Lessor shall receive any such insurance proceeds
or condemnation payments after the Lessee shall have made pay-
ments with respect to a Unit pursuant to this § 7 without
deduction for such insurance proceeds or such condemnation
payments, the Lessor shall pay all such insurance proceeds
with respect to a Unit to the Lessee and shall pay such condemna-
tion payments to the Lessee up to an amount equal to the
Casualty Value paid by the Lessee with respect to a Unit and
any balance of such condemnation payments shall remain the
property of the Lessor. All insurance proceeds received by the
Lessor in respect of any Unit not suffering a Casualty Occur-
rence shall be paid to the Lessee upon proof satisfactory to
the Lessor that any damage to such Unit in respect of which
such proceeds were paid has been fully repaired.

§ 8. Reports. On or before March 31 in each year,
commencing with the calendar year 1975, the Lessee will fur-
nish to the Lessor an accurate statement (a) setting forth
as at the preceding December 31 the amount, description and
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numbers of all Units then leased hereunder, the amount,
description and numbers of all Units that have suffered a
Casualty Occurrence during the preceding calendar year (or
since the date of this Lease in the case of the first such
statement) or are then undergoing repairs (other than running
repairs) or then withdrawn from use pending such repairs
(other than running repairs) and such other information
regarding the condition and state of repair of the Units

as the Lessor may reasonably request and (b) stating that,

in the case of all Units repainted or repaired during the
period covered by such statement, the numbers and markings
required by § 5 hereof have been preserved or replaced. The
Lessor shall have the right by its agents, to inspect the '
Units and the Lessee's records with respect thereto at such
reasonable times as the Lessor may request during the con-
tinuance of this Lease.

Within 30 days after its annual audit has been com-
pleted, but in no event later than six months after the close
of each fiscal year, the Lessee will promptly furnish to the
Lessor a balance sheet as of the end of such year and a
profit and loss statement for the year then ended prepared
in conformity with generally accepted accounting principles
of the applicable regulatory authorities, in either case
applied on a basis consistent with that of the preceding
fiscal year and certified by the Lessee's independent certified
public accountants. The Lessee shall also furnish to the
Lessor unaudited quarterly reports of similar tenor within
90 days after the end of each quarterly accounting period and
such other financial information as the Lessor may reasonably
request from time to time.

§ 9. Disclaimer of Warranties; Compliance with
Laws and Rules; Maintenance; Indemnification. THE LESSOR
MAKES NO WARRANTY OR REPRESENTATION, EITHER EXPRESS OR IMPLIED,
AS TO THE DESIGN OR CONDITION OF, OR AS TO THE QUALITY OF
THE MATERIAL, EQUIPMENT OR WORKMANSHIP IN, THE UNITS DELIVERED
TO THE LESSEE HEREUNDER, AND THE LESSOR MAKES NO WARRANTY OF
MERCHANTABILITY OR FITNESS OF THE UNITS FOR ANY PARTICULAR
PURPOSE OR AS TO TITLE TO THE UNITS OR ANY COMPONENT THEREOF,
it being agreed that all such risks, as between the Lessor
and the Lessee, are to be borne by the Lessee; but the Lessor
hereby irrevocably appoints and constitutes the Lessee its
agent and attorney-in-fact during the term of this Lease to
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assert and enforce from time to time, in the name of and for
the account of the Lessor and/or the Lessee, as their
interests may appear, at the Lessee's sole cost and expense,
whatever claims and rights the Lessor may have against the
Builder under the provisions of Paragraphs 2 and 3 of the
Purchase Agreement. The Lessee's delivery of a Certificate
of Acceptance shall be conclusive evidence as between the
Lessee and the Lessor that the Units described therein are
in all the foregoing respects satisfactory to the Lessee,
and the Lessee will not assert any claim of any nature what-
soever against the Lessor based on any of the foregoing
matters. '

The Lessee agrees, for the benefit of the Lessor,
to comply in all respects (including without limitation,
with respect to the use, maintenance and operation of each
Unit) with all laws of the jurisdictions in which its opera-
tions involving the Units may extend, with the interchange
rules of the Association of American Railroads and with all
lawful rules of the Department of Transportation, the
Interstate Commerce Commission and any other legislative,
executive, administrative or judicial body exercising any
power or jurisdiction over the Units, to the extent that such
laws and rules affect the title, operation or use of the
Units, and in the event that such laws or rules require any
alteration, replacement or addition of or to any part on any
Unit, the Lessee will conform therewith at its own expense;
provided, however, that the Lessee may, in good faith, con-
test the validity or application of any such law or rule in
any reasonable manner which does not, in the opinion of the
Lessor, adversely affect the property or rights of the
Lessor under this Lease.

The Lessee agrees that, at its own cost and expense,
it will maintain and keep each Unit in good order and repair.

Any and all additions to any Unit and any and all
parts installed on and additions and replacements made to any
Unit shall constitute accessions to such Unit and, at the
cost and expense of the Lessee, full ownership thereof free
from any lien, charge, security interest or encumbrance shall
immediately be vested in the Lessor. '

- The Lessor (which term as used herein shall include
the Lessor's successors, assigns, agents and servants) shall
have no responsibility or liability to the Lessee, its suc-
cessors or assigns, or to any other person, with respect to
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any or all liabilities (as "liabilities" is hereinafter defined),
and the Lessee hereby assumes liability for, and hereby agrees,
at its own cost and expense, to indemnify, protect, defend, save
and keep harmless the Lessor from and against, any and all
liabilities, other than the Lessor's obligation to pay to the
Builder and the Lessee, as the case may be, the Purchase Price
for all Units delivered and accepted in accordance with the

terms hereof. The term "liabilities" as used herein shall include
any and all liabilities, obligations, losses, damages, penalties,
claims, actions, suits, costs, expenses and disbursements, includ-
ing reasonable legal fees and expenses, of whatsoever kind and
nature, imposed on, incurred by or asserted against the Lessor,
in any way relating to or arising out of this Lease, the Purchase
Agreement, the Assignment or the manufacture, purchase, accept-
ance, ownership, transporting, delivery, lease, possession,
control, use, operation, condition, testing, servicing, mainten-
ance, repair, improvement, replacement, storage, sale, return

or other disposition of the Units (including, without limitation,
(a) any inadequacy or deficiency or defect therein, including
latent defects, whether or not discoverable by the Lessor or

the Lessee, or any claim for patent, trademark or copyright
infringement, (b) any accident in connection therewith resulting
in damage to property or injury or death to any person, includ-
ing but not limited to, employees and agents of the Lessee, (c)
any strict liability in tort and (d) any interruption of service,
loss of business or consequential damages resulting therefrom).
The Lessee agrees to give the Lessor and the Lessor agrees to
give the Lessee prompt written notice of any of the liabilities
hereby indemnified against. The Lessee's obligations under this
paragraph shall be those of a primary obligor whether or not

the Lessor is also indemnified with respect to the same matter

by any other person. The indemnities arising under this para-
graph shall survive payment of all other obligations under this
Lease and the expiration or termination of this Lease.

The Lessee agrees to prepare and deliver to the Lessor
within a reasonable time prior to the required date of filing
(or, to the extent permissible, file on behalf of the Lessor)
any and all reports (other than income tax, gross receipts tax,
or gross income tax returns) to be filed by the Lessor with any
federal, state or other regulatory authority by reason of the owner-
ship by the Lessor of the Units or the leasing thereof to the Lessee.

§ 10.. Default. TIf, during the continuance of this
Lease, one or more of the following events {(each such event
being hereinafter sometimes called an Event of Default) shall
occur: S : :
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(a) default shall be made in payment of any part
of the rental provided in § 3 hereof, and such default
shall continue for ten days; '

(b) the Lessee shall make or permit any unautho-
rized assignment or transfer of this Lease or of posses-
sion of the Units, or any thereof;

(c) default shall be made in the observance or
performance of any other of the covenants, conditions
and agreements on the part of the Lessee contained
herein, and such default shall continue for 20 days
after written notice from the Lessor to the Lessee
specifying the default and demanding that the same be
remedied;

(d) any representation or warranty made by the
Lessee in this Lease or in any document or certificate
furnished the Lessor in connection herewith or pursuant
hereto shall prove to be incorrect at any time in any
material respect and such condition shall continue
unremedied for a period of 15 days after written notice
thereof by the Lessor to the Lessee specifying the default
and demanding that the same be remedied;

(e) the Lessee shall consent to the appointment of
a receiver, trustee or liquidator of itself or of a sub-
stantial part of its property, or the Lessee shall admit
in writing its inability to pay its debts generally as
they come due, or shall make a general assignment for
the benefit of creditors, or the Lessee shall file a
voluntary petition in bankruptcy or a voluntary petition
or an answer seeking reorganization in a proceeding
under any bankruptcy laws (as now or hereinafter in
effect) or an answer admitting the material allegations
of a petition filed against the Lessee in any such pro-
ceeding, or the Lessee shall by voluntary petition,
answer or consent seek relief under the provisions of
any other bankruptcy or other similar law (other than a
law which does not provide for or permit any readjust-
ment or alteration of the Lessee's obligations here-
under), as now or hereafter in effect, providing for the
reorganization or winding-up of corporations, or provid-
ing for an agreement, composition, extension or adjust-
ment with its creditors;

(f) an order, judgment or decree shall be entered
by any court of competent jurisdiction appointing, with-
out the consent of the Lessee, a receiver, trustee or
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liquidator of the Lessee or of any substantial part of
its property, or any substantial part of the property of
the Lessee shall be sequestered, or any creditor of the
Lessee shall commence to foreclose a lien, charge or
other encumbrance against any Unit, and any such order,
judgment or decree of appointment or'sequestrat%on or
foreclosure action shall remain in force undismlssed,
unstayed and unvacated for a period of 90 days after the
date of entry thereof; or

(g) a petition against the Lessee in a proceeding
under the Federal bankruptcy laws or other insolvency
laws (other than a law which does not provide for or
permit any readjustment or alteration of the Lessee's
obligations hereunder), as now or hereafter in effect,
shall be filed and shall not be withdrawn or dismissed
within 90 days thereafter, or if, under the provisions
of any law (other than a law which does not provide for
or permit any readjustment or alteration of the Lessee's
obligations hereunder), as now or hereafter in effect,
providing for reorganization or winding-up of corpora-
tions which may apply to the Lessee, any court of compe-
tent jurisdiction shall assume jurisdiction, custody or
control of the Lessee or of any substantial part of its
property and such jurisdiction, custody or control shall
remain in force unrelinquished, unstayed or unterminated
for a period of 90 days;

then, in any such case, the Lessor, at its option, may :

(i) proceed by appropriate court action or actions
either at law or in equity, to enforce performance by
the Lessee of the applicable covenants of this Lease or
to recover damages for the breach thereof including net
after-tax losses of federal and state ‘income tax bene-
fits to which the Lessor would otherwise be entitled
under this Lease; or '

(ii) Dby notice in writing to the Lessee terminate
this Lease on any rental payment date, whereupon all
rights of the Lessee to the use of the Units shall
absolutely cease and terminate as though this Lease had
never been made, but the Lessee shall remain liable as
hereinafter provided; and thereupon the Lessor, subject
to the applicable provisions of law, may by its agents
enter upon the premises of the Lessee or other premises
where any of the Units may be and take possession of



17

all or any of such Units and thenceforth hold, possess
and enjoy the same free from any right of the Lessee, or
its successors or assigns, to use the Units for any pur-
pose whatever; but the Lessor shall, nevertheless, have
a right to recover from the Lessee any and all amounts
which under the terms of this Lease may be then due or
which may have accrued to the date of such termination
and also to recover forthwith from the Lessee as damages
for loss of the bargain and not as a penalty, whichever
of the following amounts the Lessor, in its sole discre-
tion, shall specify in such notice of termination:

(x) an. amount equal to the excess, if any, of the Termi-
nation Value (as hereinafter defined) for the Units as
of the rental payment date specified for payment in such
notice over the Fair Market Rental Value as defined in

§ 13 hereof of the Units (reasonably determined by an
independent expert in the valuation of railroad eguipment
selected by the Lessor) for the remainder of the term of
this Lease after discounting such Fair Market Rental
Value quarterly to present worth as of the payment date
specified in such notice at the rate of 9.7% per annum,
or (y) an amount equal to the excess, if any, of the
Termination Value as of the rental payment date specified
for payment in such notice over the Fair Market Sales
Value as defined in § 13 hereof of the Units (reasonably
determined by an independent expert in the valuation of
railroad equipment selected by the Lessor); provided,
however, that in the event the Lessor shall have sold any
Unit, the Lessor, in lieu of collecting any amounts
payable to the Lessor by the Lessee pursuant to the pre-
ceding provisions of this subparagraph (ii) with respect
to such Unit, may, if it shall so elect, demand that the
Lessee pay the Lessor and the Lessee shall pay to the
Lessor on the date of such sale, as liquidated damages
for loss of a bargain and not as a penalty (in lieu of
rent otherwise due under § 3 hereof for such Unit due for
the portion of the term of this Lease beginning on or
after the rental payment date next following the date on
which such sale occurs), any unpaid rent due under § 3
hereof for such Unit due for periods up to and including
such rental payment date plus an amount equal to the
excess, if any, of the Termination Value for such Unit,
as of such rental payment date, over the net proceeds

of such sale, together with interest on such unpaid rent
and the amount of such excess as provided in § 18 hereof
from the rental payment date as of which such Termination
Value is computed until the date of actual payment.



In addition, the Lessee shall be liable, éxcept as otherwise
provided above, for any and all unpaid amounts due hereunder
before, during or after the exercise of any of the foregoing
remedies and for all reasonable legal fees and other costs

and expenses incurred by reason of the occurrence of any Event
of Default or the exercise of Lessor's remedies with respect
thereto, including all costs and expenses incurred in connec-
tion with the return of any Unit. ’

The Termination Value of each Unit as of any rental
payment date shall be that percentage of the Purchase Price
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of such Unit as is set forth in the following schedule opposite
such rental payment date:

Date

W OooJ0UTidxWwNF
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Percentage

102.618%
103.136
103.456
103.577
104.102
104.433
104.568
104.508
104.840
104.979
104.923
104.671
102.108
102.021
101.743
101.274
101.095
100.733
100.188
99.459
96.375
95.779
95.006
94,053
93.380
92.536
91.520
90.332
86.761
85.613

Date Percentage
31 84.342%
32 82.907
33 8l.674
34 80.289
35 78.749
36 77.056
37 75.521
38 73.848
39 72.035
40 70.083
41 68.244
42 66.282
43 64.198
44 61.991
45 59.843
46 57.585
47 55.215
48 52.735
49 50.253
50 47.673
51 44.995
52 42.219
53 39.126
54 35.949
55 32.689
56 29.346
57 25.861
58 22.311
59 18.693
60 and 15.000

thereafter
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The remedies in this Lease provided in favor of the
Lessor shall not be deemed exclusive, but shall be cumulative,
and shall be in addition to all other remedies in its favor
existing at law or in equity. The Lessee hereby waives any
mandatory reguirements of law, now or hereafter in effect,
which might limit or modify the remedies herein provided, to
the extent that such waiver 1is not, at the time in question,
prohibited by law. The Lessee hereby waives any and all
existing or future claims to any offset against the rental
payments due hereunder, and agrees to make such payments
regardless of any offset or claim which may be asserted by
the Lessee or on its behalf.

The failure of the Lessor to exercise the rights
granted it hereunder upon the occurrence of any of the con-
tingencies set forth herein. shall not constitute a waiver of
any such right upon the continuation or recurrence of any
such contingencies or similar contingencies.

§ 11. Return of Units Upon Default. If this T.ease
shall terminate pursuant to § 10 hereof, the Lessee shall
upon notice from the Lessor forthwith dellver possession of
the Units to the Lessor. For the purpose of delivering
possession of any Unit or Units to the Lessor as above
required, the Lessee shall at its own cost, expense and risk:

(a) forthwith and in the usual manner (including,
but not by way of limitation, giving prompt telegraphic
and written notice to the Association of American Rail-
roads and all railroads to which any Unit or Units have
been interchanged to return the Unit or Units so inter-
changed) transport or cause the Units to be transported
to such point or points as the Lessor may reasonably
designate;

(b) place such Units upon such storage tracks
as the Lessor reasonably may designate; and

(c) permit the Lessor to store such Units on such
tracks at the risk of the Lessee without charge for rent

or storage until such Units have been sold, leased or
otherwise disposed of by the Lessor.

The assembling, delivery, storage and transporting of the
Units as hereinbefore provided shall be at the expense and
risk of the Lessee and are of the essence of this Lease,

and upon application to any court of equity having jurisdic-
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tion in the premises the Lessor shall be entitled to a
decree against the Lessee requiring specific performance of
the covenants of the Lessee so to assemble, deliver, store
and transport the Units. During any storage period, the
Lessee will, at its own cost and expense, maintain and keep
the Units in good order and repair and will permit the
Lessor or any person designated by it, including the autho-
rized representative or representatives of any prospective
purchaser of any such Unit, to inspect the same.

Without in any way limiting the obligation of the
Lessee under the foregoing provisions of this § 11, the
Lessee hereby irrevocably appoints the Lessor as the agent
and attorney of the Lessee, with full power and authority, at
any time while the Lessee is obligated to deliver possession
of any Unit to the Lessor, to demand and take possession of
such Unit in the name and on behalf of the Lessee from whom-
soever shall be in possession of such Unit at the time.

§ 12. Assignment; Possession and Use. This Lease

shall be assignable in whole or in part by the Lessor without
the consent of the Lessee, but the Lessee shall be under no
obligation to any assignee of the Lessor except upon written
notice of such assignment from the Lessor. All the rights

of the Lessor hereunder (including, but not limited to, the
rights under §§ 6, 7, 10 and 17 and the rights to receive the
rentals payable under this Lease) shall inure to the benefit
of the Lessor's assigns (including the partners or any bene-
ficiary of any such assignee if such assignee is a partner-
ship or a trust, respectively).

This Lease and the Lessee's right and interest
herein, and in the options to renew this Lease and in the
rights, obligations and options to purchase the Units as
herein provided shall be completely prior to each and every
deed of trust or mortgage or other security instrument and
each such instrument, whether heretofore, now or hereafter in
existence shall in all respects be subject and subordinate to
this Lease and the Lessee's right and interest herein and in
such renewals, rights, obligations and options.

So long as the Lessee shall not be in default under
this Lease, the Lessee shall be entitled to the possession
and use of the Units in accordance with the terms of this
Lease, but, without the prior written consent of the Lessor,
which consent shall not be unreasonably withheld, the Lessee
shall not assign or transfer its leasehold interest under this
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Lease in the Units or any of them, except as herein provided.
The Lessee, at its own expense, will promptly pay or discharge
any and all sums claimed by any party which, if unpaid, might
become a lien, charge, security interest or other encumbrance
(other than an encumbrance created by the Lessor or resulting
from claims against the Lessor not related to the ownership
of the Units) upon or with respect to any Unit, including

any accession thereto, or the interest of the Lessor or the
Lessee therein, and will promptly discharge any such lien,
claim, security interest or other encumbrance which arises.
The Lessee shall not, without the prior written consent of
the Lessor, part with the possession or control of, or suffer
or allow to pass out of its possession or control, any of the
Units, except to the extent permitted by the provisions of
the immediately succeeding paragraph.

So long as the Lessee shall not be in default under
this Lease, the Lessee may at any time and from time to time
sublet the Units or any one or more of them and may also
assign this Lease in its entirety, or in respect of one or
more Units, to any other subsidiary of American Electric Power
Company, Inc. but no such sublease or assignment shall release
the Lessee from its obligations hereunder. In addition, the
Lessee and any of its affiliates shall be entitled to the
possession and use of the Units in accordance with the terms
hereof, and the Lessee may also furnish the Units or any part
thereof for use upon lines of railroad over which they have
trackage rights and upon connecting and other carriers in the
usual interchange of traffic, or to others than railroad
companies.

§ 13. Renewal and Purchase Options. Provided that
this Lease has not been earlier terminated and the Lessee is
not in default hereunder, the Lessee may by written notice
delivered to the Lessor not less than six months prior to the
end of the original term or any extended term of this Lease,
as the case may be, (a) elect to extend the term of this
Lease in respect of all but not fewer than all of the Units
then covered by this Lease, for three additional five-year
periods commencing on the scheduled expiration of the orig-
inal term or any extended term of this Lease, as the case may
be, provided that no such extended term extends beyond
January 2, 2005, with quarterly rental payments of 1.597%
of the Purchase Price of each such Unit then subject to this
Lease for the first such renewal period, with quarterly
rental payments of 1.065% of the Purchase Price for each such
Unit then subject to this Lease for the second such renewal
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period and with quarterly rental payments of .958% of the
Purchase Price of each such Unit then subject to this Lease
for the third such renewal period, payable in arrears, on
January 2, April 2, July 2 and October 2 in each year of

such extended term and (b) to purchase all, but not fewer

than all, the Units covered by this Lease -at the end of such
term or any such extended term of this Lease free and clear

of liens and encumbrances created by the Lessor for a purchase
price equal to the "Fair Market Sales Value" <f such Units

as of the end of such term or such extended term.

In order to avoid any forfeiture or inadvertent loss
of any right to renew this Lease, if the Lessee shall fail to
give any notice to renew within the aforesaid six months prior
to the expiration of the term then in effect, then the lLessee's
right to renew shall nevertheless continue as shall its leasing
of the Units hereunder (under the same terms and conditions as
theretofore in effect) until ten days after the Lessor shall
have given the Lessee notice of the Lessor's election to termi-
nate such rights to renew and the Lessee may exercise such
rights to renew at any time until the expiration of said ten
day period. Upon the giving of notice of renewal in accordance
with the preceding sentence the term of this Lease shall there-
upon be renewed in accordance with such notice without other
action by the Lessor or the Lessee, the same as if such notice
had been timely given.

- Fair Market Sales Value for the purposes of this § 13
and § 10 hereof shall be determined on the basis of, and shall be
equal in amount to, the value which would obtain in an arm's-
length transaction between an informed and willing buyer-user
(other than (i) a lessee currently in possession or (ii) a
used equipment dealer) and an informed and willing seller
under no compulsion to sell and, in such determination, costs
of removal from the location of current use shall not be a
deduction from such value. Fair Market Rental Value for the
purposes of § 10 hereof shall be determined on the basis of,
and shall be equal in amount to, the value which would obtain
in an arm's-length transaction between an informed and will-
ing lessee-user (other than a lessee currently in possession)
and an informed and willing lessor under no compulsion to
lease and, in such determination, the cost of removal from
the location of current use shall not be a reduction from
such value. If on or before four months prior to the expira-
tion of the term of this Lease, the Lessor and the Lessee are
unable to agree upon a determination of the Fair Market Sales
Value of the Units for the purposes of this § 13 such value
shall be determined in accordance with the foregoing defini-
tion by a qualified independent Appraiser. The term
Appraiser shall mean such independent appraiser as the
Lessor may seolect with Chee approval ol The Jasaee, or Lailing
such approved saelecblion, a panel ol three independent
appraisers, one of whom shall be selected by the Lessor, the
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second by the Lessee and the third designated by the first
two so selected. The Appraiser shall be instructed to make
such determination within a period of 30 days following
appointment, and shall promptly communicate such determina-
tion in writing to the Lessor and the Lessee. The deter-
mination so made shall be conclusively binding upon both
the Lessor and the Lessee. The expenses and fees of the
Appraiser shall be borne by the Lessee.

§ 14. Return of Units upon Expiration of Term. As
soon as practicable on or after the expiration of the origi-
nal or extended term of this Lease with respect to any Unit
not purchased by the Lessee, the Lessee will, at its own cost
and expense, at the request of the Lessor, deliver possession
of such Unit to the Lessor upon such storage tracks as the
Lessor may reasonably designate, or, in the absence of such
designation, as the Lessee may select, and permit the Lessor
to store such Unit on such tracks for a period not exceeding
three months and transport the same, at any time within such
three-month period, to any reasonable place on lines of rail-
road, or to any connecting carrier for shipment, all as directed
by the Lessor, the movement and storage of such Units to be
at the expense and risk of the Lessee. During any such storage
period the Lessee will permit the Lessor or any person desig-
nated by it, including the authorized representative or repre-
sentatives of any prospective purchaser of such Unit, to
inspect the same; provided, however, that the Lessee shall not
be liable, except in the case of negligence of the Lessee or
of its employees or agents, for any injury to, or the death of,
any person exercising, either on behalf of the Lessor or any
prospective purchaser, the rights of inspection granted under
this sentence. The assembling, delivery, storage and trans-
porting of the Units as hereinbefore provided are of the
essence of this Lease, and upon application to any court of
equity having Jjurisdiction in the premises, the Lessor shall
be entitled to a decree against the Lessee requiring specific
performance of the covenants of the Lessee so to assemble,
deliver, store and transport the Units. Each Unit returned
to the Lessor pursuant to this § 14 shall (i) be in the same

operating order, repair and condition as when originally
delivered to the Lessee, reasonable wear and tear excepted,
and (ii) meet the standards then in effect under the Inter-
change Rules of the Association of American Railroads and/or
the applicable rules of any governmental agency or other
organization with jurisdiction.

§ 15. Opinion of Counsel. On each date for pay-
. ment for Units pursuant to the Purchase Agreement, there will
be delivered two counterparts of the following:

(i) the written opinion of Mesgsrs. Borden & 2all,
special counsel for the Lessee, addressed to the Lessor,
in scope and substance satisfactory to the Lessor and its
counsel, to the effect that:
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"A. the Lessee is a corporation legally incorpo-
rated, validly existing and in good standing under
the laws of the Commonwealth of Virginia with
corporate power to own its properties and to. carry on
its business as now conducted, and to enter into the
Supplemental Contract, the Assignment and this Lease;

B. the Supplemental Contract, the Assignment
and this Lease have been duly authorized, executed
and delivered by the Lessee and constitute legal,
valid and blndlng agreements of the Lessee, .
enforceable in accordance with their respec-
tive terms and the Assignment effectively
conveys to the Lessor any right, title or interest
which the Lessee may have in and to any of
the Units, free at the time such Units become
subject to this Lease from all claims, liens =
security interests or other encumbrances (other than
the rights of the Lessor and the Lessee under this
Lease and any such claims, liens, security interests
and other encumbrances otherwise arising from any
acts or omissions of the Lessor);

C.. the Agent is a corporation legally. incorpo-
rated, validly existing and in good standing under
the laws of the State of New York with corporate
power to enter into the Original Contract, the
Supplemental Contract and to designate the Lessee
purchaser of the Units under the Supplemental Contract;
and the Original Contract, the Supplemental Contract
and the Acknowledgment of Notice of Assignment attached
to the Assignment have been duly authorized, executed
and delivered by the Agent and constitute legal,

~valid and binding agreements of the Agent in

its capacity as agent;

D. this Lease has been duly filed and recorded
with the Interstate Commerce Commission pursuant to
Section 20c of the Interstate Commerce Act and such:-

'filing and recordation will protect the. interest of

the Lessor in and to the Units and no filing, record-
ing or deposit (or giving of notice) with any other
federal, state or local government or agency thereof
is necessary in order to protect the interest of the
Lessor in and to the Units in the United States of
America;

E. no approval is required from any public
regulatory body (including, without limitation, the



25

Securities and Exchange Commission under the Public
Utility Holding Company Act of 1935) with respect to
the entering into or performance of this Lease
except the Virginia State Corporation Commission,
which approval has been obtained;

F. the Units are not “"facilities used for the
-generation, transmission, or distribution of electric

energy for sale" within the meaning of Section 2(a)
(3) of the Public Utility Holding Company Act of 1935;

v G. the entering into and performance of this
Lease by the Lessee will not result in any breach
of, or constitute a default under the Mortgage and
Deed of Trust dated as of December 1, 1940, origi-
nally between the Lessee and Bankers Trust Company
and R. Gregory Page, as trustees, as amended and
supplemented, or to such counsel's knowledge under
any other indenture, mortgage, deed of trust, bank
loan or credit agreement or other agreement or in-
strument to which the Lessee is a party or by which
it may be bound;

H. no mortgage, deed of trust, or other lien
of any nature whatsoever which now covers or affects,
or which may hereafter cover or affect, any property
or. interests therein of the Lessee, now attaches or
hereafter will attach to the Units or in any manner
affects or will affect adversely the Lessor's right,
title and interest therein; provided, however, that
such liens may attach to the leasehold interest of

- the Lessee hereunder in and to the Units; '

In giving the opinion set forth above, Messrs. Borden &
Ball may rely upon the opinion of Messrs. Hunton,
Williams, Gay & Gibson as to matters governed by the laws
of Virginia and upon the opinion of Messrs. James, Wise,
Robinson & Magnuson as to matters governed by the laws

of West Virginia.

(ii) ‘the written opinion of Messrs. Hunton,
Williams, Gay & Gibson, special Virginia counsel for the
Lessee, addressed to the Lessor, in form and substance
satisfactory to the Lessor and its counsel, to the effect

that all authorizations and approvals reguired from the
Virginia State Corporation Commission with respcct to the

entering into or performance of this Lease have been obtained;

(iil) the written opinion of Messrs. James, Wise,
Robinson & Magnuson, special West Virginia counsel for the
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Lessee, addressed to the Lessor, in form and substance
satisfactory to the Lessor and its counsel, to the effect
that no authorization or approval is required from the
Public Service Commission of West Virginia with respect
to the entering into or performance of this Lease;

(iv) . the written oplnlon of counsel for the Builder,
addressed to the Lessor, in scope and substance satis-
factory to the Lessor and its counsel, to the effect
that:

A. the Builder is a duly organized and exist-
ing corporation in good standing under the laws of
its jurisdiction of incorporation and has the power
and authority to own its properties and to carry on
its business as now conducted;

B. the Purchase Agreement has been duly autho-
rized, executed and delivered by the Builder and
is a legal and valid instrument binding upon the
Builder and enforceable against the Builder in
accordance with its terms-

, C. the Acknowledgement of Notice of Assign-
ment attached to the Assignment has been duly
authorlzed, executed and delivered by the Builder
and is a legal and valld instrument binding upon
the Builder; and :

D. at the time of inspection of the.

Units under the Purchase Agreement, such

Builder had legal title to such Units and good and
-lawful right to sell such Units and title to such
Units was free from all claims, liens, security
interests and other encumbrances (other than those
created by the Purchase Agreement and Assignment
and other than the rights of the Lessor and the
Lessee under the Lease and any such claims, liens,
security interests and other encumbrances otherwise
arising from any acts or omissions of the Lessor

. or the Lessee); the bill or bills of sale from the
Builder transferring all of its right, title and
interest in and to such Units have been duly autho-
.rized, executed and delivered by the Builder and
are valid and effective to transfer all right, title
and interest of the Builder. in and to such Units,
free of all claims, liens, security interests and
encumbrances of any nature of, or arising from,
through or under, the Builder, except those created
by the Purchase Agreement and Assignment; and
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- (v) the written opinion of counsel for the Lessor,
addressed to the Lessee, to the effect that:

A. the Lessor is a corporation legally incorpo-
rated and validly existing, in good standing under
.the laws of the jurisdiction of its incorporation,
with corporate power to enter into this Lease; and

B. this Lease and the Assignment have been
duly authorized, executed and delivered by the Lessor
and constitute the legal, valid and binding agree-

men?s of the Lessor, enforceable in accordance with
their respective terms.

In giving the opinions specified in subparagraphs (i)D,
(iv)B and (v)B of this § 15, counsel may qualify any opinion
to the effect that any agreement is a legal, valid and binding
instrument enforceable in accordance with its terms by a gen-
eral reference to limitations as to enforceability imposed by
bankrutpcy, insolvency, reorganization, moratorium or other
similar laws affecting the enforcement of creditors' rights
generally.

§ 16. Recording. The Lessee, at its own expense,
will cause this Lease to be filed and recorded with the
Interstate Commerce Commission in accordance with Section 20c
of the Interstate Commerce Act. The Lessee will from time
to time do and perform any other act and will execute, acknowl-
edge, deliver, file, register, record (and will refile,
reregister, deposit and redeposit or rerecord whenever required)
any and all further instruments reqguired by law or reason-
ably requested by the Lessor for the purpose of proper protec-
tion, to its satisfaction, of the Lessor's interest in the
Units, or for the purpose of carrying out the intention of
this Lease; and the Lessee will promptly furnish to the
Lessor evidences of all such filing, registering, depositing
or recording, and an opinion or opinions of counsel for the
Lessee with respect thereto satisfactory to the Lessor. This
Lease shall be filed and recorded with the Interstate
Commerce Commission prior to the delivery and acceptance here-
under of -any Unit.

§ 17. Federal Income Taxes. The Lessor, as the
owner of the Units, shall be entitled to such deductions,
credits and other benefits as are provided by the Internal
Revenue Code of 1954, as amended to the date hereof (herein-
after called the Code), to an owner of property, including,
without limitation, the depreciation deduction with respect
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to the Units authorized under Section 167 of the Code util-
izing a l2-year depreciable life which is the lower limit
prescribed for the Units in the Asset Guideline Class No. 00.25,
as listed in Revenue Procedure 72-10, 1972-1 C.B. 721, in :
~accordance with Section 167(m) of the Code and taking into
account an estimated salvage value of 15% of the Purchase Price
~of the Units reduced by 10% of the Purchase Price of the Units
as provided in Section 167(f) of the Code and utilizing any
method of depreciation provided by Section 167(b) (2) or (3) of
the Code and changing without Internal Revenue Service consent
from a declining balance method to a sum of the years-digits
method of depreciation (such deduction being herein called the
ADR Deduction), and the 4% investment credit (herein called

the Investment Credit) with respect to the Purchase Price of
the Units pursuant to Section 38 and related sections of the
Code.

The Lessee agrees that neither it nor any corpora-
tion controlled by it, in control of it, or under common con-
trol with it, directly or indirectly, will at any time take
any action or file any returns or other documents inconsis-
tent with the foregoing and that each of such corporations

will file such returns, take such actions and execute such
documents as may be reasonable and necessary to facilitate
accomplishment of the intent hereof.

Notwithstanding anything to the contrary contained
in § 12 hereof, the Lessee represents and warrants that (i)
all the Units constitute property the full Purchase Price of
which qualifies for the Investment Credit under Section 50
of the Code; (ii) at the time the Lessor becomes the owner
of the Units, the Units will constitute "new section 38 prop-
erty" within the meaning of Section 48(b) of the Code and at
the time the Lessor becomes the owner of the Units, the Units
will not have been used by any person so as to preclude "the
original use of such property" within the meaning of Sections
48(b) and 167{c)(2) of the Code from commencing with the
Lessor; (i1ii) at all times during the term of this Lease,
each Unit will constitute "section 38 property" within the
meaning of Section 48 (a) of the Code and will not be used
outside the United States within the meaning of said Sec-
tion 48(a) (or any exception thereto); (iv) the Lessee will
maintain sufficient records to verify such use; and (v) upon
request of the Lessor, the Lessee will provide written reports
establishing such use.

Except as hereinafter provided,,if the Lessor shall
not have the benefit of or lose the right to claim or be
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required to recapture or there shall be disallowed any portion
of the Investment Credit under any circumstances or for any
reason whatsoever, or would otherwise lose any such portion
except for its failure also to have sufficient liability for
tax against which to credit such portion for the taxable year
in which the Units are placed in service,the Lessee shall,

on written demand made by the Lessor, pay the Lessor an amount
which, after deduction of all taxes required to be paid by the
Lessor in respect of the receipt of such amount under the laws
of any federal, state or local government or taxing authority
in the United States, shall be equal to the sum of the amount
of Investment Credit so lost (computed on the same assumptions
as utilized by the Lessor in originally evaluating the trans-
action) and the amount of any interest, penalties or additions
to tax which may be payable by the Lessor in connection with
such loss. S

If, for any taxable year of the Lessor during which
this Lease is in effect, the Lessor shall lose the benefit of
any portion of the ADR Deduction under any circumstances or
for any reason whatsoever, or would otherwise lose any such
portion except for its failure also to have sufficient taxable
income after deducting such ADR Deduction, the Lessee shall,
on written demand by the Lessor, pay the Lessor an amount
which, after deduction of all taxes reguired to be paid by the
Lessor in respect of the receipt of such amount under the
laws of any federal, state or local government or taxing
authority in the United States, shall be equal to the amount
of any ADR Deduction so lost with respect to such year (com-
puted on the same assumptions as utilized by the Lessor in
originally evaluating the transaction), plus the amount of
interest, penalties or additions to tax which may be payable
by the Lessor in connection with such loss..

If the Lessee has paid the indemnification due under
this § 17, and as a result of the loss of any ADR Deduction
on the Units .the taxable income of the Lessor in any subse-
guent taxable year during which this Lease is in effect is
reduced, the Lessor will promptly credit or otherwise pay the
Lessee in such taxable year the amount of tax reduction
resulting therefrom which has been received or otherwise
credited to the Lessor in said taxable year of reduction;
provided, however, the aggregate amounts for all such taxable
years shall not exceed the amounts previously paid by the
Lessee to the Lessor pursuant to this § 17.

The Lessee shall not be required‘to make any indem-
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nity payments as payment for the loss of Investment Credit
or the loss of any ADR Deduction if the direct and sole
cause of such loss is by reason of (i) the failure of the
Lessor to have sufficient taxable income after deducting
such ADR Deduction, or (ii) the failure of the Lessor to have
sufficient liability for tax against which to credit such
Investment Credit, or (iii) the failure of the Lessor to
properly claim any ADR Deduction or Investment Credit in the
Lessor's tax returns, or (iv) at any time while a Unit is
leased hereunder and while no Event of Default has occurred
and is continuing unremedied, the voluntary transfer hy the
Lessor, without the written consent of the Lessee, of legal
title to such item to anyone, or (v) the Lessor's failure to
take timely action in contesting a claim made by the Internal
Revenue Service with respect to the disallowance of the
Investment Credit or any ADR Deduction pursuant to provi-
sions of this § 17 and the failure to take such action in

a timely manner shall preclude the Lessor's rights to con-
test such claim, unless the Lessee shall agree in writing to
such failure, or (vi) any change in or modification of ‘the
Code.

All amounts due to the Lessor under this § 17 shall
bear interest at the rate of 14% per annum from the date of
payment by the Lessor of any tax and interest to the date the
Lessee shall reimburse the Lessor for such amounts in accord-
ance with the provisions of this § 17.

The Lessor shall be entitled to make such written
demand for payment at any time after the Lessor has (i) upon
advice of counsel decided that such Investment Credit or ADR
Deduction is not available or (ii) pursuant to a notice of
disallowance from the Internal Revenue Service, paid the tax
and interest with respect to the disallowance of Investment
Credit and/or loss of ADR Deduction in respect of which such
written demand is made. Notwithstanding the foregoing, the
Lessor agrees that it will, if requested by the Lessee,
promptly submit the question to independent counsel agreed
upon by the Lessor and the Lessee, and if in the opinion of
said counsel a bona fide claim to the Investment Credit or
ADR Deduction exists and with respect to which the Lessee is
required to indemnify the Lessor for hereunder, the Lessor
shall, upon request and at the expense of the Lessee, take
all such legal or appellate action deemed reasonable by said
counsel in order to sustain said Investment Credit or ADR decuc-
tion. The Lessor may take such action prior to making payment of
the amounts claimed pursuant to such decision as to unavail-
ability or pursuant to such notice of disallowance or may
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make payment and then sue for refund. 1In the case of any

such notice of disallowance from the Internal Revenue Service
referred to above, the Lessor agrees to promptly notify the

Lessee in writing of such disallowance and agrees to give to

the Lessee any relevant information relating to such disallow-

ance which may be particularly within the knowledge of the Les-

sor and the Lessor agrees to otherwise cooperate with the Lessee

in good faith in order to contest effectively any such dis-
allowance. In the event specified in clause (ii) above, the Lessee
shall promptly reimburse ‘the Lessor for such payment, in which

case the Lessor shall promptly turn over to the Lessee, upon receipt,
any applicable refund and the interest thereon paid to it by the
Internal Revenue Service, as well as any other amounts there-
tofore paid by the Lessee to the Lessor pursuant to this

§ 17. The Lessor shall not be obligated to take any such

action unless the Lessee shall first have indemnified the

Lessor for all liabilities and expenses which may be entailed
therein and shall have furnished the Lessor with such reason-

able security therefor as may be requested.

The indemnity contained in this § 17 shall survive
the expiration or other termination of this lLease. This
remedy shall be in addition to all other remedies in favor
of the Lessor existing in this Lease or at law or in equity.

. For purposes of this § 17, the term "Lessor" shall
include (i) C.I.T. Financial Services, Inc., and (ii) any
successor to C.I.T. Financial Services, Inc., and the affiliated
group which files a consolidated federal or state income tax
return which includes the Lessor shall be deemed to be the
Lessor where the income tax liability of the Lessor or the
realization of an item of income, gain, deduction or credit
in connection with the determination thereof is an issue.

Anything herein to the contrary notwithstanding,
(i) if the Casuvalty Value has been paid with respect to a
Unit pursuant to this Lease, the indemnity otherwise payable
under this § 17 with respect to Investment Credit on such
Unit shall be reduced by any amount included in such Casualty
Value as of the date of computation on account of the loss of
Investment Credit, and (ii) if the Lessee pays an indemnity
under this § 17 with respect to Investment Credit on a Unit,
appropriate adjustment shall be made to the Casualty Value
with respect to such Unit to reflect such payment.

§ 13. Interest on Overdue Rentals. Anything to




32

the contrary herein contained notwithstanding, any nonpayment
of rentals and other obligations due hereunder shall result
in the obligation on the part of the Lessee promptly to pay,
to the extent legally enforceable, an amount equal to 14%

per annum of the overdue rentals and other obligations for
the period of time during which they are overdue or such
lesser amount as may be legally enforceable.

, § 19. Quiet Enjoyment. The Lessor covenants that

if, and so long as, the Lessee keeps and performs each and
every covenant, condition and agreement to be performed or
observed by it hereunder, the Lessee shall quietly enjoy the
Units leased hereunder without hindrance or molestation by the
Lessor or any other person lawfully claiming the same by,
through or under the Lessor.

§ 20. Notices. Any notice required or permitted to

be given by either party hereto to the other shall be deemed
to have been given when mailed, first class certified,
addressed as follows:

" (a) if to the Lessor, at 650 Madison Avenue,
New York, N. Y.. Attention of the President,
and

(b) if to the Lessee, at P.0.Box 18, Bowling Green Sta-
tion, New York, N. Y. 10004, Attention of Financial Vice
President

or addressed to either party at such other address as such
party shall hereafter furnish to the other party in writing.

‘ § 21. BSeverability; Effect and Modification of
Lease. Any provision of this Lease which is’ prohibited or
unenforceable in any jurisdiction, shall be, as to such jur-
isdiction, ineffective to the extent of such prohibition or

unenforceability without invalidating the remaining provi-
sions hereof, and any such prohibition ©or unenforceability

in any jurisdiction shall not invalidate or render unenforce-
able such provision in any other jurisdiciton.

This Lease exclusively and completely states the
rights of the Lessor and the Lessee with respect to the leas-
ing of the Units and supersedes all other agreements, oral
or written, with respect thereto. No variation or modifica-
tion of this Lease and no waiver of any of its provisions or
conditions shall be valid unless in writing and signed by
duly authorized signatories for the Lessor .and the Lessee.

§ 22. Execution. This Lease may be executed in
several counterparts, such ‘counterparts together constltutlng
but one and the same instrument, but the counterpart delivered
to the Lessor shall be deemed to be the original counterpart.
Although for convenience this Lease is dated as of the date
first set forth above, the actual date or dates of execution
hereof by the parties hereto is or are, respectively, the
date or dates stated in the acknowledgments hereto annexed.
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§ 23. Law Governing. The terms of this Lease and
all rights and obligations hereunder shall be governed by the
laws of the State of New York; provided, however, that the
parties shall be entitled to all rights conferred by Section
20c of the Interstate Commerce Act.

IN WITNESS WHEREOF, the parties hereto have executed

~or caused this instrument to be executed as of the date first

above written.

NS S | C.I.T. FINANCIAL SERVICES, INC.,
o .:~‘::,, ?ﬁ"*.%ﬁ,::-‘; B s
SELRT TS by C.I.T. LEASING CORPORATION, as Agent,
7 IvLE - i y ' 7
N S PR
A N N
R N

N n

/-/'/T,-,-,—/ -

Attest:

éjjkééiétant Secretary

APPALACHIAN POWER. COMPANY,

by

L—— [~ ™

(3 T Z
"Vice Pres nt

[Corporate Seal]
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STATE OF NEW YORK, )
) Ss.:
COUNTY OF NEW YORK, )

On this @ day /L@““%“é‘!/l974 before me per-
sonally appeared 7.+ . ﬁ7a , to me
personally known, who, being by me duly sworn, says that he

is a Vice President of C.I.T. LEASING CORPORATION, that one

of the seals affixed to the foregoing instrument is the
corporate seal of said corporation, that said instrument was
signed and sealed on behalf of said corporation by authority
of its Board of Directors, and he acknowledged thatthe execu-
tion of the foreg01ng instrument was the fr
said corporatlon.

’ jﬁgzﬁ?’?ubllc

[TNOtar;al Seal] FRANK C.- SUARINO

_ : Notary Public, State of New York
g ' . No. 60-9234595

- S . Quallﬂed in Westchestnr County

e Commission "xires March W 19



STATE OF NEW YORK, )

SS.:
COUNTY OF NEW YORK,

On thls A96/1974 before me person-
ally appeared ;, to me personally

of APPALACHIAN POWER COMPANY, that one of
the seals affixed to the foregoing instrument is the corporate
seal of said corporation, that said instrument was signed and
sealed on behalf of said corporation by authority of its Board
of Directors, and he acknowledged that the execution of the
foregoing instrument was the free act and deed of said corpo-
ration.

%ggyn, who, being by me duly s¥drn, says that he is a -

Gtz giJ

Notary Public

JOHN F. Di LORENZQ, JR.
NOTARY PUBLIC, STATE. gf NEW YORK

_ . No. 31-6035910
[Notarial Seal] Qualified in New York County

Commission Expires March 30, 1974

My Commission Expires:
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Type

+ 4,000 cu. ft.
“triple hopper
coal cars

4,000 cu. ft.
- triple hopper
' coal cars

SCHEDULE A TO LEASE

Lessee's Unit Total
Place of Road Numbers Base Base
Quantity Delivery (Both Inclusive) Price Price
562 Manufacturer's AEPX 3-15, $25,000 $14,050,000
- Plant at 192, 194, 195,

Johnstown, Pa. 198, 199, 200,
207, 209-750

188 Youngstown, AEPX 1-2, $25,000 $4,700,000
: Ohio 16-191, 193,
196, 197,

201-206, 208

Total: $18,750,000



